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While turbulent March is still fresh in our minds, as Bear Stearns came to its demise, June was
much worse. The AFG universe returned a negative 9.05% (5/30/2008-6/27/2008), vs. a 4.95%
loss in March. To put the month into perspective, we looked at monthly and quarterly S&P 500
returns going back to January 1950. The month and second quarter ending June 2008 ranked
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among the top 15% worst performing quarters over that time period, with a negative 8.85%
return. Sadly, the first quarter ending March 2008 resulted in even worse performance, with the
S&P 500 returning a negative 11%, putting it among the top 10% worst performing quarters.
Given that we constantly hear in the media that the market is a leading indicator for the economy,
what can we expect in the year ahead with such dismal winds at our backs? Again looking back
to the 1950’s, and focusing on the 10% worst performing quarters for the S&P 500 to see how
the economy and market subsequently performed, we discovered the results for futurethe economy and market subsequently performed, we discovered the results for future
historically have not been nearly as dismal as the media would have us believe. First on the
economy, over the next 12 months after a horrible S&P 500 quarter, GDP grew 2% in real terms,
while this is below the 3.3% average real growth registered from 1947 to 2008, it is by no means
tragic! More interesting, the 12 months following a worst 10% performing S&P 500 quarter tends
to be favorable to the equity market, returning on average 8.4%, in line with the indexes
performance since 1950. Just as interesting, the data is very positively tilted towards positive
returns and economic growth in the subsequent 12 months as 75% of the time the S&P500returns and economic growth in the subsequent 12 months, as 75% of the time the S&P500
registered positive returns and the 87% of the time Real GDP increased. Bottom line, the market
looks forward and incorporates likely bad news into today’s prices paving the way for a future
market rebound. Lets take a look at why June turned out to be such a poor performing month.

Headlines were all about inflation. Inflation was everywhere, oil, steel, food, but unfortunately not
for the housing sector as house prices continued to fall Consumers are pinched and pinchedfor the housing sector as house prices continued to fall. Consumers are pinched and pinched,
and their confidence dropped to a 28 year low. While nobody can deny what people feel, this
confidence dive seems over-sold. Very likely it is a relative comparison of today against the past
5 years, which witnessed a significant productivity boom and overall economic prosperity. The
current economy we are in, is by all means, not comparable to the Carter era, which launched
double digit inflation until Volker, with Regan’s blessing, ended it in the early 80’s. Our economy
is still growing; our unemployment rate is just 5.5%, compared to the high single and low double
di it f th l t 70’ d l 80’ i fl ti i t 4 5% t d bl di it th j Edigits of the late 70’s and early 80’s; inflation is at 4-5%, not double digits; the major European
countries – namely UK, France, and Germany have pro-America governments; and we will likely
have a new ally in the Middle east – Iraq, with more time.
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We are of course concerned about the current price of oil, but we are also pleased by the 
possible positive long term impact of this oil “crisis”. While every country around the world 
celebrates finding oil, the United States has until recently felt a sense of guilt or disgust. 
Fortunately, public opinion has shifted to favor off shore drilling. Surprisingly the greatest change 
in opinion according to a recent Pew poll has taken place among self identified liberals who
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in opinion according to a recent Pew poll has taken place among self-identified liberals, who 
previously were against drilling and adding new power plants in the country  (http://people-
press.org/report/433/gas-prices).  Should this shifted public opinion lead to increased drilling and 
energy production, market prices for oil will likely decline. It is bewildering that the US has given 
our $ to our enemies, enduring high oil prices, while letting our large oil reserve sit idle. It is 
encouraging that the American people, while doing what they can to preserve the environment, 
are now acknowledging the technological progress we have made in exploring oil in an 

i t ll f i dl d t h th i i d di i t di t tenvironmentally friendly way, and are open to change their mind regarding intermediate term 
energy production. More encouraging is the increasing amount of capital flowing to alternative 
energy as a permanent solution. For example, legendary independent oilman T. Boone Pickens 
recently inked a deal to build a $3 Billion wind farm in Texas. Solar technologies continue to 
improve in efficiency, and most importantly plug-in automobiles are likely to appear on the 
market soon. The largest use of oil in America is to power cars, thus true “plug-in” electric autos 
are a critical first step to move from an oil based transportation economy to an electric one. 
When this happens, oil’s primary purpose will be for plastic and other by-products, very much 
reducing the strategic importance many of the world’s despots now seem to relish.

It was a bad month for Financials. Lehman was rumored to end up with the same fate of Bear 
Stearns’, and a Goldman Sachs analyst estimates the US banks will need an additional $65 
billion capital infusion as the global credit crisis won’t peak until 2009. There are still record 
foreclosures and inventory of houses unsold, plus, the delinquency of consumer credit card y , p , q y
payments are increasing. There will be a long way to go before financial companies complete 
their de-leveraging and can take a breath of fresh air, if they are not among those that suffocate 
first.

On a nicer note, June marked our 5th annual research summit at the Wynn Resort in Las Vegas. 
The feedback from the event has been tremendous as we offered our best event to date. Our 
speakers discussed the importance of psychology to protests in China on the investmentspeakers discussed the importance of psychology to protests in China on the investment 
decision, in addition to great training and our usual stellar picks for the coming year. If you did 
not attend, we hope you consider us for your conference plans next year as unlike most 
conferences, everyone attending leaves with unique, actionable research they can immediately 
put to work for their clients.
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The returns from May 30 to June 27, 2008 are the following: 

July 7, 2008  

Copyright  © 2008, The Applied Finance Group, LTD. Page 3 of 4

www.EconomicMargin.com



The Applied Finance Group, Ltd.

Disclaimers
The Applied Finance Group, Ltd. certifies that the views expressed in this report accurately reflect the
firm's models. The information in this report is based on material we believe to be accurate and reliable,
however, the accuracy and completeness of the material and conclusions derived from said material are
not guaranteed. The information is not intended to be used as the primary basis of investment decisions,
and The Applied Finance Group, Ltd. makes no recommendation as to the suitability of suchand The Applied Finance Group, Ltd. makes no recommendation as to the suitability of such
investments for any person. Any opinions and projections expressed herein reflect our judgment at this
date and are subject to change without notice. Due to individual investor requirements, this information
should not be construed as advice meant to meet the investment needs of any investor. This information
is not an offer to buy or sell, or a solicitation of an offer to buy or sell any securities.

The Applied Finance Group, Ltd, its owners, employees and/or customers may have positions in the 
securities whose information is available on this report. No part of this report may be reproduced, 
copied, redistributed or posted without prior consent of The Applied Finance Group, Ltd.copied, redistributed or posted without prior consent of The Applied Finance Group, Ltd.

All the information contained in this report is the property of The Applied Finance Group, Ltd. © 2008.

Contact Us
Illinois
The Applied Finance Group, Ltd.The Applied Finance Group, Ltd.
105 W. Adams, Suite 2105
Chicago, IL 60063
(312) 362-9903
support@afgltd.com

California
The Applied Finance Group, Ltd.The Applied Finance Group, Ltd.
7493 N. Ingram Ave., Suite 104
Fresno, CA
(559) 436-4270
support@afgltd.com
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